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With the Obstacles to Fiber, Phone Companies Are Tapping the Old Infrastructure
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For years, replacing the nation's copper telephone wires with fiber-optic cable has offered a promise of
digital heaven: quick downloading of full-length movies from the Internet; phone companies offering
television programming to compete with cable; two-way, interactive video for online gaming, education
and medicine.

But the regional telephone giants also have \:\/arned that as long as they are required to lease those fiber
.. ... ..... .. ..... ... .,.. ......... '11

net\vorks to competitors, they ,","111 be unWilling to spend slgn111cant sums to bUlla them.

Now, with the Federal Communications Commission ready to revamp its competition rules in the next
two weeks, many telephony experts, financial analysts and some phone company officials say that even
if the former Bell telephone companies get the regulatory relief they seek, fiber to people's homes will
remain a far-off dream.

~~ot only does stringing fiber to the home remain enormously expensive, but advances in technology
aiio\:v significantly faster connection speeds to be squeezed out of the countI)"s 1.5 billion miles of. .. ...
eXistIng copper lInes.

Tests in engineering labs and in a handful of areas around the country are yielding Internet connection
speeds five to 50 times as fast as what is now considered "broadband" digital-subscriber-line service
offered over phone lines,

"I'm amazed and encouraged with what we can do with Ollf copper nerwork, H said \Villiam L. Smith;1
chief technology officer of BellSouth CO!p., the regional phone company in the Southeast. "I still ,van!
to have fiber to evef'j home and evep! business, but there's a lot \ve can do ,,:vith copper. II

Industry giant Verizon Communications Inc., the dominant local phone provider from Maine to
Virginia, has run engineering tests in which DSL speeds were increased from a maximum of 1.5
megabits per second to 7 megabits per second, without additional fiber. That would more than enable
the video applications that many technology companies say would make broadband more attractive to
consumers and jump~startthe struggling sector.

Qwest Communications International Inc., which primarily serves the R_ocky 1t1ountain region, has for
three years served a ha!ldful of communities "'v·iith a full menu oftele\iisio!l programnling, equivalent to
cable packages, O\T~r its copper lines using a technology knc""1/n as vTISL (veI"'j-high-data-rate DSL).

"Copper is far from dead," said Steve Starliper, vice president of consumer product management for
Qwest, which has 50,000 VUSL customers in Colorado and Arizona.
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Although depioying VU~L requires extending fiber lines deeper into nelghboihoods, that has cost
Qwest far less than It would have had it dug up people's yards or driveways to pull fiber into their
houses.

But such advances have drawn little notice in the debate in Washington as the FCC nears decisions on a
variety of regulations that will govern telephone and broadband competition.

The former Bells and their supporters continue to press the case that easing their obligations to lease
lines to other phone companies \~/ould put them on equal footing to compete against cable firms -- and is
.... 1 1.. • _1 ....

u~e key to unlocking 1nvestment in a tiber tuture.

;;We cannot expect [the phone companies] to invest in and deploy new facilities when they are required
to share such facilities with competitors at below-market prices," said a recent letter to the FCC signed
by 22 members of the House of Representatives who support the former Bell companies' position.
"While access to broadband services transmitted over copper loops has increased over the past several
years, such services pale in comparison to the types of capabilities that consumers could enj oy if fiber
accounted for a greater portion of so-called last-mile facilities. n

.....1.... ......... 11.... .1. 1 • 1 1 11 .... 1 1 1 1

Cntlcs ot the tanner tlellS rear that cnanging tJ"le rilles woulC1 stitle competitiOn tor local telephone
service and high-speed Inteulet access, all in the interest of fiber upgrades that the big regional
companies have little intention of making.

Some Wall Street analysts say FCC regulations have little to do with why the former Bell companies are
not making capital expenditures.

II}vfyth 1: RROC [phone company] spending is down because of the current. regulatory environment"
tllat discourages investn:1ent in upgrading tlleir l1et\X/orks, ,x/rote a team of telecommunications stock
analysts at J.P. l\/lorgan Chase & Co.

Instead, like most telecommunications companies, the former BeUs binged on spending during the
bubble years of the late 1990s, according to the analysts. They added that the companies; targets of
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"mending a collective $19 hillion this vear is 10 nercent less than what thev snent in 1995. the vear-r -------0 -- - --- - - -- . - --,. - - - ---- - -- _.. - '" - -- - .l "" ... ~.,

before Congress ordered their networks opened to competition.

Only \:vhen the phone companies' core econonllC picture improves will heav....y investment resume, the
analysts wrote.

FCC Chairman Michael K. Poweii, who recently circulated proposed rules to the other four FCC
commissioners, is seeking to ease requirements on the phone companies as pan of his broad phiiosophy
that the country needs to migrate to a digital platform.

"The phone companies are sitting on agIng infrastru,cture, tI Po\:vell said in a recent intervie\v. "Copper
wire will end its life."

.... .... • .. ....... ...... .. 11 • 11 • of... • .....
SOUices tamiliar with Powell's diatt proposalS say the rules Woul0 elimInate leasing oblIgations :tor tiber
lines built to new residential or commercial developments, where there is no existing telephone service.

Less clear is what the FCC will decide in cases where fiber is driven deeper into neighborhoods before
connecting with the copper wires that serve individual homes, or is strung to homes where copper
service already exists.

The former Bells want any tiber upgrades to trigger regulatory relief, but sources say the commission is
iooking at maintaining some leasing obligations based on the extent crtne upgrade. Under this scenario,
L~e greater the upgrade to fiber, with corresponding increases in the speed of senamg and receiving
online transmissions, the lesser the sharing reqU1rements would be.

Many telecommunications experts and industry executives agree that fiber to the home is broadband's
Holy Grail, a "future-proof' technology that can offer speeds 100 times as fast as today's DSL and
accommodate uses not even currently contemplated.

In the long run, pure fiber networks also are cheaper to operate and maintain than copper or fiber-copper
marriages, because fe\~/er s\~/itching terminals and other electronics are required. ,(.A~bout 22,000 homes
......... .
nave rIDer servIce.

But fiber to the home "is just economically not viabie," said John M. Cioffi, a professor of engineering
at Stanford University and one of the country's foremost experts on DSL technology. "Even if [the
phone companies] had the money, the labor is exhaustive, Realistically, fiber could be a century away."

Cioffi contends that \'DSL, a technologf that has been around for years, is the only logical alterna.tive.
The challenge is to push fiber lines to within 3,000 to 4,000 feet of homes and then hoo~: the copper
lvires from those houses into the fiber. In this \llay, Cioffi said, the cost of laying the fiber is shared by

• .& •• 1 . 'I. . 1 roo,..._ ., •. 1 01 1 ,.... 1"<0"" • 1

many customers. La:t.l tnat 01stance, speeas ot ,~ megaOlts per secona are POSSI01e, Clott} sala, WhICh 1S
more than adequate for high-end Video applications, including high-definition television.

In many cases, the fiber from the carrier;s central facility to the neighborhood can be pulled through the
same conduits that carry existing phone lines, minimizing additional trenching costs and disruption.

What \TDSL provides is \:l/hat many analysts say is an essential "triple play" of seI'Jices for the phone
companies: telephone, Internet a.nd television progra.mming. Otherwise, analysts say, cable firms -­
which already provide Inter!let and televisio!l serVIces \:viII add teIepllone service and leave the former
Bells In the dust.
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The other regional nhone comnanies have been watchill£l Owest's VDSL deolovment closelv but are not---- ------ - -0------- C -- - - - - J. ....... ...... ... ., .,

sold.

C-llristopller T. Fiee, senior vice president for network planning and englneenng at SBC
t;ommunications inc., said his company has decided that pulling fiber all the \:vay to the 110111e is IIlur~

• .. .. __.... .. .o...o" J"'OOt • • t .

cost etticient in the long JUn. tiut he salC1 extensIve strlnglng or rI0er IS at least IV years a\rvay.

The former Beiis say that any expansion of broadband capability is expensive and will be made based on
cold calculations of demand for faster service and how quickly the investment will pay otT.

In this challenging economic environment, they argue, every cost, including requirements to lease
nerworks to competitors, mllst be factored in, They add that in places where their net'W'ork facilities are
so old that they need to be replaced, they are investing to make them capable of handling fiber.

Phone executives point out that even ifthey couid flip a switch today and offer higher speeds to current
DSL users, they would have to increase the cost to subscribers to cover the expense of using larger
portions of the Internet "backbone," the central pipes that crisscross the country.

.A_f1d consumers have yet to demonstrate a strong desire for higher speeds. Residential DSL and
equivalent service provided over cable television lines rarely provide speeds over 1megabit per second.
A A 1..'1 I.. •. •• • • I.. et'ArI et' I.. I l'
n.D.u WAdle SlJCu service IS gatnlng tractIon WItH conSlimers, at .,g .... \.! to 4)50 per mont!!, onlY 13 percent 01
households have it.

"Welre really focused on our existing DSL products to meet what customers are looking for now," said
Peter Castieton, executive director of broadband products for Verizon.

Qwest offers its residential VDSL customers only two speeds, neither of which exceeds what is possible
on DSL. Company officials said they are evaluating whether to extend VDSL to more neighborhoods.

Even Grande Communications in Texas, one of a handful of snlall COtllpanies tilat llave strullg fiber to
• 1 ,. 1 "" , ,1 .. .. ... ..reSlaentlal areas, orlers customers a top speea or ~.) megaOlts per seconD, \-Vltn S10vver speeas at JOVvJer

pnces.

State regulators, who set certain rules and rates and who oppose changes to the FCC's rules, worry that
the former Bells are executing a well-honed strategv: Promise dazzling broadband networks in exchange
for regulatory relief, then pullback. ~- ~ ~

In Pennsylvania, Bell ~A~tlantic, \vhich later became Verizon, promised state regulators in 1994 that over
a 20-year period, it would deliver a broadband lier-work capable of speeds of 45 megabits per second,
accorditlg to public filillgS.

State public servIce commiSSIOn officials say the company has deployed roughly 22 percent of what
should be in operation. The commission is considering sanctions against the company.

In California, public service commissioner Loretta Lynch said that SBe and its predecessor, Pacific
Bell, did little to deploy high-speed networks, even when they were economically flush.

The regional phone companies have been careful not to make promises. ...~nd sonie tec!l!1ology
~ 1, ro 1 11 1 1 1 , , 1·"," ....

~orrfa..~l~~,. c.esper~I.: ror D:O~QOana aeployment to spur ne\',! spenclng ana gro\-\-1:n, say tney unaerstanQ
Ltte tlellS' nlstorf wltn regUlators.
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Anv telecommunications investment now is inherentlv riskv. and the government needs to eliminate- --J - - - - - - ------ _. --- - -- - - - - - - . - J J .- ......

barriers to help make it more attractive, they say.

"Our support for this is not based on commitments," said Peter K. Pitsch, a lobbyist for Intel Corp. and
an ~rgani~er _of a co~li~~on of~e~~?oi~~~ ~omp~nies.ur~i~~ t~~ FC~ to make ch~~g~s -- t.~o~g~~~~t to go
as tar as the tormer Hells would. lIke. "It's based on the beller that tney are more l1Kely to 00 It 11 It'S
more attractive.... And in the longer tellI1, they are going to want to do it. And have to do it.;;
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